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In a major setback for President Vicente Fox, Mexico's highest court (Suprema Corte de Justicia
de la Nacion, SCJN) ruled that the government's decision to seize 27 sugar-processing facilities
in 2001 was a violation of the Mexican Constitution. In expropriating the properties, the Fox
government had claimed the action was necessary to keep the Mexican sugar industry afloat. At
that time, sugar mills were defaulting on payments to sugarcane growers because of problems with
mismanagement, compounded by a depressed global market (see SourceMex, 2001-09-05).
The government's plan had been to eventually resell the mills to other private buyers, but it
was unable to do so because the previous owners had filed lawsuits in an attempt to reverse the
expropriations (see SourceMex, 2003-06-11). Those owners included Consorcio Azucarero Escorpion
(CAZE), Fomento Azucarero del Golfo (also known as Grupo Machado), and Grupo Azucarero
Mexico (GAM).
The matter eventually ended up before the SCJN, which considered the lawsuit brought by the
Machado family, owners of Fomento Azucarero del Golfo. The court delayed a decision for more
than two years, but in the end decided in favor of the owners. In a decision announced in January
2006, the SCJN said the Fox government had violated the constitutional rights of the plaintiffs.

Government failed to hold hearings
In a statement explaining the decision, the justices said the Fox government's principal violation
was its failure to consult with the owners before taking control of the mills, which violates individual
rights. Justice Margarita Luna Ramos said the SCJN decision does not weaken a government's right
to seize properties under the right legal circumstances. "We are only trying to avoid repeating the
situation where a problem exists if an individual is denied the right to an audience," said Luna.
Furthermore, the justices said, the administration was not able to prove within an established period
of time that there was a public necessity to take control of the mills. "The government mentioned
financial insolvency as a reason for seizing the mills but failed to present any technical studies
to support its conclusions," said Justice Salvador Valls. As part of its decision, the court ordered
the immediate return of 14 of the 27 sugar-processing facilities, including four mills owned by the
Machado family in Veracruz, Oaxaca, and Jalisco states.
The Fox government agreed to accept the SCJN ruling and promised to return the mills to their
previous owners as soon as possible. The administration, however, defended its original decision to
take control of the sugar mills in 2001, saying that the move helped bring the sugar industry out of
crisis, thus benefiting Mexico's sugarcane growers. "The government was confident that its action
was not only legal but also in the best interests of the Mexican agriculture sector," said presidential
spokesman Ruben Aguilar Valenzuela.
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Decision seen as setback for President Fox
Opposition legislators said the decision to seize the sugar mills was another questionable move
made by the Fox administration. "This is a regrettable setback for the Fox government, a decision
based on bad judgment," said Deputy Marco Antonio Torres, who chairs the special committee on
sugar cane (Comision Especial de la Cana de Azucar) in the lower house. Torres is a member of the
former governing Partido Revolucionario Institucional (PRI). Members of the standing congressional
committee (Comision Permanente), comprising senators and deputies from all parties, said the error
by the Fox government might have cost the federal treasury several billion pesos.
Opposition members in the committee likened the situation to the government's bank-rescue
program in the mid-1990s, where the devaluation of the Mexican peso and the ensuing financial
crisis forced the government to pour significant funds into the Fondo de Proteccion al Ahorro
Bancario (FOBAPROA) to rescue the country's financial system (see SourceMex, 1995-01-11 and
1995-07-05). "We are creating a 'Fobazucar' situation," said one member of the legislative committee.
The Fox government said the cost of the SCJN decision to the treasury is yet unknown, but
officials suggested that the government might come out even or slightly ahead. The Fideicomiso
de Empresas Expropiadas del Sector Azucarero (FEESA), a special agency created by the Fox
government to handle the expropriations, invested about 3.3 billion pesos (US$313 million) to retire
debt and modernize the sugar-processing facilities. FEESA director Jose Manuel Tapia said the
government might have already recovered the amount spent through profits made from sugar sales.
"It is feasible that the 3.3 billion pesos will be recovered fully," said Tapia.

Sugarcane growers, others concerned about ruling
The transfer of the sugar mills to their original owners has, however, raised some concerns within
various sectors of the sugar industry. Ruben Garcia Trevino, president of the la Camara Nacional de
las Industrias Azucarera y Alcoholera (CNIAA), said there is some uncertainty about whether the
sugar mills will be able to operate in the black when returned to their original owners, even with the
recent recovery in global sugar prices. "We are in the midst of a recurring crisis, and any change or
movement affects the entire production chain," said Garcia.
One sugar mill in Tabasco state, owned by Grupo Sainz, already alerted workers of its inability to
make payments to suppliers and producers, said Garcia. Some federal legislators have also raised
concerns about the future financial state of some of the sugar mills. "Some of these properties could
well end up back in the hands of irresponsible owners," said PRI Deputy Torres. Sugarcane growers
expressed similar concerns. "We are worried that Grupo Machado, which will receive four of the
sugar mills, does not have the liquidity to pay for cane," said Carlos Blackaller Ayala, a leader with
the Confederacion Nacional de Propietarios Rurales (CNPR).
The Fox government reports that all the sugar-processing facilities that had been in the hands of
FEESA have met their obligations. "All the FEESA mills are current in payments for supplies and
production," said Agriculture Secretary Francisco Mayorga Castaneda. Garcia said Mexico has
a record surplus of about 2 million metric tons of sugar, which has tended to depress domestic
prices. The pressure on Mexico could be eased somewhat by increased demand for Mexican sugar
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in the US, which sustained some damage to cane fields in Louisiana during Hurricane Katrina in
September 2006 (see SourceMex, 2005-09-14).
Some of the sugar production in Veracruz state and other parts of southern Mexico sustained
damage from Hurricane Stan in October, which has also helped stem the decline in prices (see
SourceMex, 2005-11-02).
The increased US demand is balanced, however, by a possible surge in US exports of high-fructose
corn syrup (HFCS) to Mexico. In 2005, the World Trade Organization (WTO) ruled that Mexico's
consumption tax on products manufactured with HFCS is counter to global fair-trade rules (see
SourceMex, 2005-12-07). The Fox government has already announced its intention to appeal the
ruling. [Note: Peso-dollar conversions in this article are based on the Interbank rate in effect on
Jan. 25, reported at 10.51 pesos per US$1.00] (Sources: Notimex, 01/02/06; Agencia de noticias
Proceso, 01/16/06; The Herald-Mexico City, 01/17/06; La Jornada, El Universal, 01/17/06, 01/18/06; El
Economista, 01/17-19/06; La Crisis, La Cronica de Hoy, 01/17/06, 01/19/06; Reforma, 01/17-19/06; El
Financiero, 01/17/06, 01/19/06, 01/20/06, 01/24/06)
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